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Dear Sir or E b b :  

We have conaidered your application for recognition of exemption from Federal 
income tax under section 501(c)(03) of the Internal Revenue Code. 

The information submitted with your application for tax exemption under section 
501(c)(3j of the Internal Revenue Code indicate8 you are a nonprofit association 
formed and daiciled in . The prrpoee of 
this nonprofit aaaociation, as stated in your Constitution, ia to promote 
cornyet it ive gymnaatica by serving a3 an advisory body in support and develoment 
of all activities of the  gymnaatics team and by contributing to the 
support and developtnent of amateur athletes for national and international 
gymnastics competition. 

You aupport the members of  gym~aatica team who 
have been selected from children attending a 
for-profit corporation.  and  se,ve da the 
President and Vice-President of the for-profit corporation; they sleo eewe as 
head coaches for the  gumnaatics team and are members of the bcutive 
bard of  Parents Club with the elected officers of that 
r~rganization. The Executive Board has general supervision of the affairs of the 
club between ita regularly scheduled business meetings. 

I f  a child is selected for the  team, the parent8 or 
guardian8 are required to join the association; annual dues are $ which 
entitles them to vote and hold office. Member8 of the  

 must participate in two-thirds of the fundraisers held each year. 
i f  a parent--member does not participate in fundraiaing, they will be aaaea& 
:he required additional fees in order for their child to participate in the 
c:ompetitions. If the rerent-member does not participete in the fundraisers or 
g,&y the hssessment, ihe ~hild-gymnast will not be al1,wed to compete. 



 
 

Your revenues are from gifts. membership feee, and fundraisers. Your elqpanssa 
%re primarily for the fundraieers, fee8 for gymnastic eventa, USOP feea, 
e x ~ e n a e s  of the head coaches, aocial events and gift&, adminirtrative expsnaea, 
bank charges, and miscellaneous. A $  moving ellpsnse in  i~ 
Llnexplained. 

:;ection 501(c) of the Code describes certain organizatiorm exempt from Federal 
inct me tax under aection 501(a) and reade, in part, as follows: 

" ( 3) Corporat ions,# fund, or foundat ion, organized -mi opsrated 
exclueively for religious, charitabla, scientific, ** literary, or 
educational purpasea, or to foster national or international amateur 
sports competit.ion (but only if no Fart of its activities involve the 
proviaion of athletic facilities or equiment), or for the prevention of 
?ruelty to children or animals, no wrt of the net earnings which i n m e  to 
the benefit of any private shareholder or individual, no eubstantial psrt 
of the activities of which ie carrying on propaganda, or otherwise 
at tempting, to influence legialat ion (except aa otherwise provided in 
subsect ion ( 11) 1, and which does not participate in, or intervene in 
(including the publishing or iiatributing of statements), any mlitical 
campaign on behalf I)£ any candidate for public office." 

 tion on 1.501(~)(3)-1 of the regulations provides, in part, as follows: 

i d  1 I 1 ) ( ii ) An organization is not ordanized or operated exclusively for .one or 
m,ir+e of the prpaea specified in ~~bdivirrion ( i 1 of this subparagraph unleas it 
? . ~ ? V F ~ S  a public rather d:sn a prjw,ate interest. Thus, to meet the requirs~aent 
,r' this aubrAivision. it is ntcoaaary for an organization to establish that it is 
n i ) t  organized or operafed for the benefit of private interests such as 
,:esignated individuals, the creator or hie family, ahareholderrr of the 
.'rpaizstion, .> or yrsone ccrntrolled, directly o r  indirectly, by such private 
in+ereste. " 

;rvon::e .. - Ruling 6'3-175, 169-2 C-b. 149, states that a nonprofit organization, 
r'-. r.pl:le*l !,y parents o t  pupils attending a private school, that provides s c h l  bus 
. , r . , . , : ~ z ~ ~ r t a t  ion for its n~embers* children serves a private rather than a public 
. : .~ .~ r~ t s t .  and Joy3 not qua1 i f y  for exemption under section 501(c) (3). 



 
 

Revenue Ruling 76-206, 1976-2 C.B. 154, states that a nonprof it organization 
formed to generate community interest in the retention of claasicsl muaic 
program by a local for-profit radio atation by seeking program sponwrs, 
encouraging continuation of contracts by exiating sponsors, soliciting 9 

at~bscriptions to the station program guide, and distributing materials -ti- * ' 

the classical music programs, all of which activities tend to increase the 
atation's revenue, doea not qualify for exempt~an undel section 501(c)(3) of the 
Code. 

In the caee of Better Buaineaa Bureau of Washington, D.C., Inc. vs U.S., 326 
U.S. 279 (1945). the United Statee Supreme (hurt concluded that the presence of 
a ainglo nonexempt purpose, if aubetantial in nature, will preclude extdption 
from federal income tax regardlee8 of the number or importance of the exbmpt 
yurpoees of the organization. According to Revenue Ruling 74-553, 1974-2 C.B. 
168, this ratiomle applies equally well to any category of charitable purpose8 
under Code section 501(c)(3). 

Internal Revenue Code section 501(j) provides that a "qualified amateur eports 
organization" that otherwise satisfies the requirements of IRC 501(c)(3) will 
qualify for tax exemption under section 501( j) even though it may furnieh 
equiment, facilities and be local in nature. 

There ie nothing in the Code to prohibit all dealing8 between a Wl(c)(3) 
chari~able organization and its founder or with thoae in coctrolling poeitione. 
However, when the intereaals of charity are sacrificed to the private interests 
of the founder or of thoee in control, exemption is precluded because the 
organization is being made to serve private interests. 

The information submitted indicates the parent-members and the head coaches 
control and influence the activitiee of the organization. Because the 
parent-member9 are in a controlling poeition, they must be conaidered as 
"inaidere" for the purpose of determining inuremerlt of income. The head coaches 
are also officers of the for-profit corporation from which the child-gymnasts 
are selected. 

Each w e n t - m a b r  must participate in the fundraising activities or pay an 
a33easment for the anticipated coat of participation for their child-gymnast. It 
i3 c: iear in organizations adopting the "work or pay ot. don't play" method of 
ftuidin~ their activities that the parent-members expect and receive direct 
kpnefits by providing a funding mechanism for themselves to he?p pay the 
311batantial coete of their: children's competition. You are similar to the 
organization described in Revenue Ruling 69-i75 that provided bus transportation 
to 14116 from the private school their children attended. The parents controlled 
the  arganizat ion and provided themselves a service that fulfil led their 
in,Aividual resyo:lsibility to their children. 



 *$ . , "  

8' * 

Like the organization in h n u e  Ruling '18-206. you are creating -ity 
interest in an activity directly related to and conducted by a for-profit 
orgmizatian which will result in direct benefit to the owaera of the fobprofit 
corycrration. The gyanasium'a reputation is enhanced and the public ia 
encouraged to patronize the facility. At least two officers of the for-profit 
corpration are in a position of influence and control in the 
supporting parent-member organization. 

Accordingly, you are not entitled to recognition of exemption from federal 
i~come tax under section 501(c)(3) of the Internal Revenue Code and 
contributions to you are not deductible by LJnors under Code secti~n 170. Since 
you fail to satisfy the requirements for exemption under section 501(c)(3) you 
a l J + >  fail to satisfy the requirement8 for exemption under eection 501(,j). * 

' i - ~ t i  are required to file federal income tax returne. 

: f you do not agree with these conclusions. you may, within 30 days from the 
d;16.a of thia letter, file in duplicate a brief of the facts, law, and argument 
t'!.;i+ clearly sets forth your pooition. If you desire an oral discussion of the 
i3.~\~_le. please indicate thia in your proteat. The enclosed Publication 692 gives 
instructions for filing a protest. 

v - 
I ?  y m  do not file A pmteet with this office within 30 daya of the date of this ~ . ,  

re~.d,rt or letter, thie proposed determination will becaae final. . . 

; c y ~ l ~  do n o t  protest this propoaed determination in a timely msnner, it will be 
r;l..r:~idered by the Internal Revenue Code a3 a failure to exhau8t available 
:.hinistrative remedies. Section 7428(b!(2) of the Int.?mal Revenue Code 
2 r ~ v i d e s  in part that, "A declwatory judgment or decree under this ssction..+ 
& a l l  n o t  be isaued in any proceeding unleas the Tax Cxrt, the Caurt of Claim, 
(2:. the district court of the United States for the District of Colrmtbia . . 

, ~ . - t r m i n e s  that the organization involved has exhausted admir.istrative remedies . 
::vii !able to it within the Internal Revenue Service." 

7 - j.ali agree w i t h  tk.eae conc'u3iona or dl, not wish to file a written proteat, - .  
: . . 31 gn .ir,c return Form 601.2 in the enc iosed  elf -addreaaed envelope as 

. - " -  .. , aa1Lle. 



 
 

If you have any further queationa, pleaee contact the pereon whose name and 
telephone number are abown at the beginning of t h i s  l e t t er .  

Sincerely, 

District  ~ i 4 t o r  % I I 

Enclom-ea : 
Publicat ion 892 
Form 6018 




